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CHAPTER 13

13-000 Auditsat Educational Institutions, Nonprofit Organizations, and Federally
Funded Research and Development Centers (FFRDCs)

13-001 Scope of Chapter

This chapter provides auditors with
an overview of their audit and reporting
responsibilities at educational institu-
tions, nonprofit organizations, and Fed-
erally Funded Research and Develop-
ment Centers (FFRDCs).  Sections 1
through 7 provide an overview of Office
of Management and Budget (OMB) Cir-

cular No. A-133, "Audits of States, Lo-
cal Governments, and Nonprofit Organi-
zations." Section 8 provides guidance
for audits at nonprofit organizations.
Section 9 provides guidance for audits at
DoD sponsored FFRDCs. OMB Circu-
lars A-21, A-110, A-122, and A-133,
relevant to this chapter, may be found by
searching the Acquisition Knowledge
Sharing System (AKSS) web site.

13-100 Section 1 --- Cognizance of Cost Negotiation and Audit at Educational
Institutions and Nonprofit Organizations

13-101 I ntroduction

a This section describes how cost
negotiation and audit cognizance at edu-
cational institutions and nonprofit organi-
zations is assigned to federal agencies
under OMB Circulars A-21, A-122, and
A-133.

b. This section aso explains the ef-
fects of the Single Audit Act of 1984 and
the Single Audit Act Amendments of
1996 on audit responsibilities and audit
cognizance.

13-102 Assignment of Cognizance to
Federal Agencies

a. The Office of Management and
Budget (OMB), in the Executive Office of
the President, controls interagency ar-
rangements for cognizant agency assign-
ments at educational institutions and non-
profit organizations.

b. The criteria for determining cost
negotiation cognizance at an educational
institution are contained in OMB Circular
A-21; similar criteria for a nonprofit or-
ganization are contained in OMB Circular
A-122. The criteria for determining audit
cognizance at both educational institu-
tions and nonprofit organizations are con-
tained in OMB Circular A-133.

13-102.1 Cost Negotiation Cognizance at
Educational Institutions

a. See OMB Circular A-21, Section
G.11. Cost negotiation cognizance is as-
signed either to the Department of Health
and Human Services (DHHS) or to DoD,
normally depending on which department
(Agency) provides more funds to the edu-
cationd institution. If neither DHHS nor
DoD provides funds (i.e., another federal
agency is providing the funding), assign-
ment will default to DHHS. Other ar-
rangements for cognizance may be made
based on mutual agreement between
DHHS and DoD. The cognizant agency
assignment period is five years. At five
year intervals the funding pattern from
federal agencies will be revisited, and if
appropriate, cognizant agency reassign-
ments will be made.

b. The federal agency assigned cost
negotiation cognizance is responsible for
negotiating and approving facilities and
administrative (F&A) rates at an educa-
tional ingtitution on behalf of all federal
agencies. (At educationa institutions the
term “F&A rates’ is used in place of “indi-
rect cost rates.” F&A isused in Circular A-
21 to more accurately describe the type of
cost pools that exist at educationa institu-
tions). The responsibilities of the cognizant
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agency aso include: resolving questioned
costs; overseeing changes needed to correct
contractor system deficiencies; and ad-
dressing concerns of other federa agen-
cies.

c. Within DoD, the Office of Nava
Research (ONR) is responsible for cost
negotiation at educational institutions.
ONR furnishes results of negotiations to
other federal organizations which have
awarded grants or contracts to the institu-
tions for which ONR has cognizance.

13-102.2 Cost Negotiation Cognizance at
Nonprofit Organizations

See OMB Circular A-122, Attachment
A, Section E. As with educational institu-
tions, the cognizant agency for negotiations
at nonprofit organizations is the federal
agency which provides the most funding.
However, cognizance is not limited to
DHHS and DoD, and there is no require-
ment to revisit the cognizant agency as-
signment at five year intervals. Cognizance
over a nonprofit organization will not be
changed unless there is a mgjor shift in the
dollar volume of the federal awards to the
nonprofit organization. The responsibilities
of the cognizant agency at nonprofit or-
ganizations are similar to those at educa-
tional institutions.

13-102.3 Audit Cognizance at Educa-
tional Institutions and Nonpr ofit Or-
ganizations

a. See OMB Circular A-133, Subpart D.
OMB will assign asingle federal agency as
the cognizant agency for audit to each en-
tity receiving federal awards totaling more
than $25 million a year. The cognizant
agency for audit is ordinarily the Inspector
Genera (1G). A determination of the cog-
nizant agency for audit is made every five
years. Entities to which OMB has not as-
signed a cognizant agency will be under
the genera oversight of the federa agency
providing the predominant amount of fund-
ing.

b. When OMB assigns cognizance, the
responsibilities of the cognizant agency for
audit include: (1) ensuring that audits are
timely and otherwise in accordance with
the requirements of OMB Circular A-133;
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(2) providing technical audit advice and
liagison to auditees and auditors; (3) con-
ducting quality control evaluations of se-
lected non-federal audits; (4) advising the
non-federal auditor and/or auditee of any
audit findings; (5) ensuring resolution of
audit findings and recommendations that
affect agency programs; and (6) coordinat-
ing resolution of findings that affect more
than one federal agency.

13-102.4 Special Audit Procedures
When DaoD is Not the Cognizant Agency
for Audit

a See 1-300 for guidance related to
federal audit cognizance. When a non-
DoD agency has federal audit cognizance
over an auditee subject to OMB Circular
A-133 audits, DCAA generadly has no au-
dit role at that auditee, unless cross-
servicing arrangements (15-100) have been
made with the non-DoD agency.

b. Circular A-133 Audit Services for
NASA. As part of providing Circular A-
133 audit services to NASA, DCAA will
furnish the NASA Office of Inspector
General staff access to Agency working
papers at all locations where NASA is the
cognizant audit or oversight agency as
determined by Section .400(a) of Circular
A-133. As part of its responsibilities as
the cognizant audit or oversight agency,
the NASA IG staff will coordinate with
DCAA on any draft desk review or qual-
ity control evluation recommendations
impacting DCAA, prior to communicating
the results to the auditee. Issues pertain-
ing to contract audit policy identified by
NASA will be forwarded to the DoDIG
for consideration in carrying out its over-
all responsibilities of overseeing DCAA’s
audit work.

c. Other Audit Services for Non-DoD
Organizations. If HHS or other non-DoD
agency declines or is unable to provide the
audit services DoD requires, DCAA can
provide the servicesif:

» A DoD contracting officer specifically
requests DCAA audit services in writ-
ing, and

» The cognizant HHS office or other non-
DoD audit office provides written ap-
proval of DCAA performance of the
requested audit services.
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Ordinarily, DCAA audit services in such
instances will be limited to audits of price
proposals, public vouchers, or specific
DoD program costs. When performing
these services, the auditor should coordi-
nate with cognizant federal auditors and
the auditee's independent public account-
ant to the maximum extent possible.

13-103 Single Audit Act of 1984 and The
Single Audit Act Amendments of 1996

a OMB Circular A-128, "Audits of
State and Local Governments," imple-
ments P.L. 98-502, the Single Audit Act
of 1984. Circular A-128 establishes audit
requirements for state and local govern-
ments that receive federal awards and
defines federal responsibilities for im-
plementing and monitoring these re-
quirements. The Act provides that an in-
dependent state or local government
auditor or public accountant may perform
an audit in accordance with Circular A-
128 covering all operations of the state or
local government.
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b. OMB Circular A-133 (see 13-207),
establishes audit and reporting require-
ments for educational institutions and
nonprofit organizations and is patterned
after OMB Circular A-128. Both Circu-
lars endorse the single audit concept.

c. On July 5, 1996, P.L. 104-156, the
Single Audit Act Amendments of 1996,
was signed into law. This legislation pro-
vides that an audit made in accordance
with the Act shall bein lieu of any finan-
cial or financia compliance audit re-
quired under federal awards. The Act
states that: “To the extent that such audit
provides a federal agency with the infor-
mation it requires to carry out its respon-
sibilities under federal law or regulation,
a federal agency shall rely upon and use
that information . . . afederal agency may
conduct or arrange for additional audits
which are necessary to carry out its re-
sponsibilities under federal law or regula-
tion . . . that Federal agency shall plan
such audits to not be duplicative of other
audits of federal awards.”
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13-200 Section 2 --- OMB Circularsand Other Federal Regulations Applicableto
Educational I nstitutions, Nonpr ofit Organizations, and Federally Funded Resear ch
and Development Centers (FFRDCs)

13-201 I ntroduction

This section (i) describes the common
types of federal awards and (ii) introduces
the principal Office of Management and
Budget (OMB) Circulars and other regula-
tions applicable to educational institutions,
nonprofit organizations, and FFRDCs.

13-202 Types of Federal Awards

a. “Federa awards’ as defined by OMB
Circular A-133 means (i) federal financial
assistance and (i) federa  cost-
reimbursement contracts that auditees re-
ceive directly from federal awarding agen-
cies or indirectly from pass-through enti-
ties. A pass-through entity is a non-federal
entity that provides federal awards to a
subrecipient to carry out a federal program.
Federal financial assistance is assistance
that auditees receive in the form of coop-
erative agreements, grants, loans, loan
guarantees, property (including donated
surplus property), interest subsidies, food
commodities and other assistance.

b. The federal awarding agency typi-
cally uses a grant or cooperative agreement
when the principal purpose of the transac-
tion is to stimulate or support research and
development for a public purpose. Con-
tracts are typically used when the principal
purpose of the instrument is to acquire
property or services for the direct benefit or
use of the federal government.

c. Coordination and correspondence for
requested and self initiated audits at educa-
tional and nonprofit organizations are criti-
cal for the effective use of audit resources.
See 4-103 for guidance.

13-203 OMB Circular A-21 - “Cost
Principlesfor Educational Institutions”

The most recent version of Circular A-
21 is dated May 19, 1998. This circular
establishes principles for determining al-
lowable costs of grants, contracts, and
other agreements with educationa institu-
tions. The Circular A-21 cost principles
are incorporated by reference at FAR Sub-

part 31.3, and the allowability of costs on
contracts for which FAR Subpart 31.3 is
applicable will by determined by Circular
A-21. DCAA audit reports and correspon-
dence covering non-DoD awards should
cite the cost principles provided for in the
agreement as the authoritative regulation.

13-204 OMB Circular A-110 - “Uniform
Requirementsfor Grants and
Agreementswith Institutions of Higher
Education, Hospitals, and Other

Nonpr ofit Organizations’

a The most recent version of Circular
A-110 is dated November 19, 1993. Circu-
lar A-110 establishes, among other perti-
nent financial management requirements
guidelines for the uniform administration
of grants and other agreements awarded to
educational ingtitutions, hospitals, and
other nonprofit organizations. Circular A-
110 does not apply to the administration of
contracts, which is covered by the FAR.

b. Auditors shall consider the applica-
ble administrative requirements of Circular
A-110 in single audits conducted in accor-
dance with Circular A-133 (see 13-207).
Examples of Circular A-110 administrative
requirements include:

(1) cost sharing (Circular A-110, Sec-
tion .23) - this section provides standards
for the auditee to satisfy when require-
ments related to cost sharing or matching
and level of effort are contained in grants
and other agreements; and

(2) property standards (Circular A-110,
Section .30) - this section provides stan-
dards governing management and disposi-
tion of government property.

13-205 OMB Circular A-122 - “Cost
Principlesfor Nonprofit Organizations”

The most recent version of Circular A-
122 isdated June 1, 1998. Circular A-122
establishes principles for determining al-
lowable costs of grants, contracts and other
agreements with nonprofit organizations as
defined by the circular (see 13-800). The
Circular A-122 cost principles are incorpo-
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rated by reference at FAR Subpart 31.7,
and the allowability of costs under con-
tracts to which FAR Subpart 31.7 applies
will by determined by Circular A-122.

13-206 OMB Circular A-128 - “ Audits of
States and L ocal Gover nments’

a Pursuant to the Single Audit Act
Amendments of 1996 (see 13-103), Circu-
lar A-128 has been rescinded, and the audit
and reporting requirements of Circular A-
133 dated June 24, 1997, are extended to
include coverage of states and local gov-
ernments. The rescission of Circular A-
128 applies to audits of states and loca
governments for fiscal years beginning
after June 30, 1996.

b. For audits of states and local gov-
ernments for fiscal years beginning before
June 30, 1996, Circular A-128 (issued
April 1985) remains applicable. Circular
A-128 contains guidelines for performance
of audits of public universities and colleges
when they are included in the single audit
of a state or local government. The re-
quirements of Circular A-133 will apply to
the audit of public universities and colleges
when such entities are excluded from the
government single audit (see 13-207.)

13-207 OMB Circular A-133 - “ Audits of
States, Local Gover nments, and
Nonprofit Organizations’

Circular A-133 establishes audit and
reporting requirements for state and local
governments, federally recognized Indian
tribes, and nonprofit organizations. Circu-
lar A-133 defines the term “nonprofit or-
ganizations® to include educationa institu-
tions and hospitals. The circular applies to
FFRDCs, but excludes contracts to operate
government-owned, contractor operated
facilities (GOCOs).

13-207.1 Effective Date and Audit
Threshold

a Circular A-133 dated June 24, 1997
implements the Single Audit Act Amend-
ments of 1996 (see 13-103), supersedes the
prior versions of Circular A-133 dated
March 1990 and April 1996, and rescinds
OMB Circular A-128 (13-206). The 1997
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version is effective for audits of fiscal
years beginning after June 30, 1996, and
does not contain a provision alowing early
adoption. For auditee fiscal years begin-
ning prior to July 1, 1996, the provisions of
the circular issued March 8, 1990 will ap-
ply.

b. Circular A-133 requires auditees that
expend $300,000 or morein federa awards
in a year to have a single or program-
specific audit. Section 105 of Circular A-
133 defines “single audit” as an audit
which includes both the entity’s financia
statements and the federal awards. Section
105 also defines “program-specific audit”
as an audit of one federal program as pro-
vided for in sections .200(c) and .235. A
program-specific audit cannot be per-
formed as part of the A-133 audit unless
certain conditions are satisfied (Subpart B,
section .200(c)).

13-207.2 Audit Reporting and Due Dates

a. Circular A-133 requires auditors to
issue reports on three parts of an auditee's
operation:

(1) financial statements,

(2) internal control, and

(3) compliance with laws and regula-
tions.

b. The auditee must submit a “reporting
package’ to a designated federa clearing-
house. The due date for submitting the
reporting package is nine months after the
end of the period audited. However, the
nine month reporting requirement is not
effective until audits of fiscal years begin-
ning after June 30, 1998. This allows enti-
ties to continue to submit their reporting
package under the previous requirement
i.e.,, 13 months after the end of the period
to be audited. It is imperative that FAOs
work with the cognizant agency for audit
(see 13-102.3) to ensure DCAA receives
timely submissions.

13-208 OMB Circular A-133
Compliance Supplement

a The Compliance Supplement to OMB
Circular A-133 identifies federa require-
ments and suggests procedures for auditing
internal control and testing compliance with
laws and regulations. The most recent ver-
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sion of the supplement is dated March 2000
and is to be used as part of the Circular A-
133 audits covering fiscal years beginning
after June 30, 1999. Auditors should use the
supplement in effect for the recipient’ s fisca
year being audited. To ensure the supple-
ment keeps pace with changing federa re-
quirements, federal agencies are required to
inform OMB annually of any updates that
are needed to the supplement. As the com-
pliance supplement is updated and reissued
by OMB, Headquarters (PPD) will dissemi-
nate the document to the field, typicaly in
the spring of each year. However, auditors
may also eectronicaly access and/or
download sections of the compliance sup-
plement from the following address:
http://www.whitehouse.gov/OMB.

b. The supplement identifies compli-
ance requirements that the Federal gov-
ernment expects to be considered as part
of an audit in accordance with OMB Cir-
cular A-133. The supplement provides
the auditor with audit objectives and pro-
cedures for the Federal programs listed in
the supplement. Auditors are required to
follow the provisions of Circular A-133,
and shall consider the compliance sup-
plement, and the various laws and regula-
tions impacting auditees, in determining
the compliance requirements that could
have a direct and material impact on the
Federal programs subject to audit (see 13-
706).

c. In developing audit procedures to test
compliance with the requirements of Fed-
eral programs, the auditor should refer to
Part 2 of the supplement, “Matrix of Com-
pliance Requirements,” to identify which
of the 14 types of compliance requirements
described in Part 3 of the supplement,
“Compliance Requirements,” are applica-
ble. For the audit of programs not included
in the supplement, auditors should refer to
Part 7 of the supplement for guidance.

d. When planning the audit, Circular A-
133 requires the auditor to apply the con-
cept of materiality to each major program
rather than to al the major programs com-
bined. Once the applicable compliance
requirements are identified, the auditor
must then determine which compliance
requirements will be tested and reported
on. Using professional judgement, the
auditor will determine which compliance
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requirements have a direct and material
effect on each major Federal program to be
tested. Also, the auditor must consider the
possibility that an auditee may not have
any activity subject to a specific type of
compliance requirement.

e. Part 3 of the supplement lists and
describes the 14 types of compliance re-
guirements and the related audit objectives
that the auditor should consider in every
Circular A-133 audit. The suggested audit
procedures in the supplement are broadly
written to apply to many different Federal
programs administered by many different
auditees. Auditor judgement is necessary
to determine whether the generally stated
audit procedures are sufficient to achieve
the audit objectives of a particular audit
assignment or whether additional or alter-
native audit procedures are necessary for
that assignment.

13-209 Cost Accounting Standards at
Educational I nstitutions

On November 8, 1994, the CAS Board
issued a final rule on the "Application of
Cost Accounting Standards Board Regu-
lations to Educational Institutions." The
rule applies to educational institutions
receiving a negotiated federal contract or
subcontract award in excess of $500,000
on or after January 9, 1995. The rule does
not apply to contracts awarded for the
operation of Federaly Funded Research
and Development Centers (FFRDCs),
since they are aready subject to the
CASSB rules, regulations, and standards.

13-209.1 Applicable Cost Accounting
Standards

a. 48 CFR 9905 contains the following
four standards that apply to educational
institutions receiving negotiated contracts
in excess of $500,000 (The new standards
contain essentially the same requirements
prescribed in CAS 401, 402, 405, and
406):

(1) CAS 501, Consistency in estimat-
ing, accumulating and reporting costs

(2) CAS 502, Consistency in alocat-
ing costs incurred for the same purpose

(3) CAS 505, Accounting for unallow-
able costs
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(4) CAS 506, Cost accounting period

b. CAS 501, 502, and 505 are applica-
ble upon receipt of a CAS-covered con-
tract. CAS 506 is applicable beginning
with the first full fiscal year after receipt of
acovered contract.

13-209.2 Disclosur e Statement - Basic
Requirements

a The basic CAS disclosure require-
ments at 48 CFR 9903.202-1(f)(2) apply
to contracts awarded after December 31,
1995. A Disclosure Statement Form
CASB DS-2 must be submitted before
contract award, if the institution re-
ceives:

(1) A single CAS-covered award of $25
million or more, or

(2) $25 million in CAS-covered net
awards during the preceding cost account-
ing period, provided that at |east one award
exceeded $1 million, or

(3) A CAS-covered award in excess of
$500,000 if the institution is one of the
top 99 recipients of federal awards listed
in Exhibit A of OMB Circular A-21; and
in its most recently completed year re-
ceived $25 million or more in federal
contract and financial assistance awards
(i.e,, contracts, grants, and cooperative
agreements)

b. FFRDC CAS-covered contracts are
not included when determining the educa-
tional institution's prior year awards (see
48 CFR 9903.201-2(c)(4)).

13-209.3 Disclosur e Statement - Transi-
tion Period

a. For CAS-covered contracts awarded
on January 9, 1995 (effective date of the
CAS coverage) through December 31,
1995, the requirement to file the CASB
DS-2 form will be phased in gradually
(see 48 CFR 9903.202-1(f)(3)). Thisisto
lessen the impact on the cognizant federal
agencies responsible for CAS administra-
tion. The submission requirements will be
phased in as follows for business units
that are part of the 99 institutions listed in
Exhibit A of OMB Circular A-21:

(1) Institutions listed as 1 through 20
must file within 6 months after the date of
contract award
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(2) Institutions listed as 21 through 50
must file within 12 months after the date of
contract award

(3) Institutions listed as 51 through 99
must file within 18 months after the date of
contract award

b. All other institutions not listed in
Exhibit A that receive a single CAS
covered award of $25 million or more must
file within 6 months from the date of
award.

c. The institution and the cognizant
federal agency should establish a specific
due date within the prescribed transition
periods (see 48 CFR 9903.202-1(f)(4)).
This is because the transition period ex-
tends through June 30, 1997, which over-
laps the basic disclosure requirement that
applies to awards after December 31,
1995. Therefore, conflicts in disclosure
submission dates could occur. For exam-
ple, an institution listed as 51 through 99
in Exhibit A that receives an award on
December 31, 1995 triggering the disclo-
sure requirement has until June 30, 1997
to submit the CASB DS-2 under the tran-
sition provisions. If the same institution
submits a proposal for a single award in
excess of $25 million which requires an
immediate submission of a Disclosure
Statement under the basic disclosure re-
guirement one day later (on January 1,
1996), the institution is now faced with
two conflicting Disclosure Statement
submission requirements. To prevent
these conflicts, the CAS Board provided
the authority to waive the preaward dis-
closure requirement under certain circum-
stances (see 13-208.4).

13-209.4 Disclosur e Statement - Waiver
Authority

The preaward disclosure requirements
may be waived by the awarding agency
for contracts awarded from January 1,
1996 through June 30, 1997 (see 48 CFR
9903.202-1(f)(5)). However, the waiver
authority only applies if the institution
executes a written agreement with the
cognizant federal agency by January 1,
1996. The agreement must establish the
submission date in accordance with the
transition period requirements (see 13-
208.3).
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13-209.5 CAS Clause

The CAS clause at 48 CFR 9903.201-
4(e) applies to all negotiated contracts in
excess of $500,000 with educational insti-
tutions. FFRDCs operated by educational
institutions are exempt from 48 CFR
9903.201-4(e). The clause requires institu-
tions to comply with the CAS in 48 CFR
Part 9905, and file a Disclosure Statement,
if required by 48 CFR 9903.202-1(f). The
clause also provides for equitable adjust-
ments to contracts when an accounting
principle amendment mandated under
OMB Circular A-21 requires that the insti-
tution change its established accounting
practices.

13-209.6 CAS Administration

The CAS administration provisions for
educational institutions are contained in 48
CFR 9903.201-7 & 9903.202-6:

a. To the maximum extent possible, the
cognizant federal agency shall take the lead
role in administrating the CAS require-
ments. The cognizant federal agency is
usualy the federal agency responsible for
negotiating indirect cost rates on behalf of
the government. Administration of the
CAS requirements on a contract-by-
contract basis by individual contracting
officersisdiscouraged.

b. Agencies acting as the cognizant
federal agency are required to prescribe
regulations establishing responsibility for
making adequacy determinations on sub-
mitted Disclosure Statements.

13-209.7 CAS Audits at Educational
Institutions with Predeter mined Fixed
Indirect Rates

At DoD cognizant educational institu-
tions with predetermined fixed indirect
cost rates (see 13-605), the auditor will
not self-initiate any CAS compliance or
disclosure statement adequacy audits. In
those infrequent instances when the con-
tracting officer specificaly requests
DCAA audit services, the auditor will
build upon the independent public ac-
countant’s single audit work to preclude
any duplicate audit effort and will per-
form no audit work other than that spe-
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cificaly requested. The additional effort
may be an audit which relies on the work
of another, an audit of elements of a sub-
mission, or an application of agreed-upon
procedures.

13-210 Regulations at Educational
Institutions

a. DFARS 231.3 applies the limitation
on alowable compensation at DFARS
231.205-6(a)(2)(i)) and (ii) to contracts
with educational institutions. Although
Circular A-21 applies a 26 percent limita-
tion on administrative costs, DFARS
231.1 prohibits its application to DoD
contracts awarded on or after November
30, 1993. However, the cognizant admin-
istrative contracting officer may waive
this prohibition if the educational institu-
tion requests the waiver in order to sim-
plify its overall management of cost reim-
bursements under DoD contracts.

b. FAR Part 35/DFARS Part 235 con-
tain information and procurement proce-
dures of specia application to federal and
DoD research and development contracts.
FAR 35.003(b) implements the provisions
of OMB Circular A-110 on cost sharing
for both profit and nonprofit DoD audit-
ees. DFARS 235.015-70 provides guid-
ance on specia use allowances for re-
search facilities acquired by educational
institutions which constitute an exception
under limited and rare circumstances to
FAR 31.3. FAR 35.014 provides for the
transfer of title to equipment to nonprofit
educational or research organizations.
Title to equipment purchased with scien-
tific research funds shall be vested in the
auditee (or DoD grantee organization per
DoD Directive 3210.2) in accordance
with the guidelines contained in FAR
35.014. The regulations allow the auditee
to automatically acquire and retain title to
equipment costing less than $5,000 (or a
lesser amount established by agency regu-
lation) when the auditee has the advance
approval of the contracting officer. When
title to equipment is vested in it, the
auditee must agree, as a condition to tak-
ing title, that no charge will be made to
the government for any depreciation, am-
ortization, or use charge with respect to
such equipment under any existing or
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future government grant or contract. FAR
Subpart 45.5/DFARS Subpart 245.5 pro-
vides guidance for the management of
government property in the possession of
nonprofit organizations.

c. DFARS 242.705-3 allows for the
use of multi-year predetermined indirect
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cost rates for DoD awards with educa-
tional institutions. The multi-year rate
can be used for a period of two to four
years. See 13-605.b for additional guid-
ance on advising the contracting officer
regarding the suitability of an institution
for multi-year predetermined fixed rates.
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13-300 Section 3 --- General Conceptsfor Audit of Costs at Educational Institutions

13-301 I ntroduction

This section presents general concepts
in the audit of costs and the evaluation of
related managerial policies, procedures,
and practices at universities which influ-
ence and control the level of costs.

13-302 Audit Objective

The audit objective in the DCAA audit
of an educational institution is to ascer-
tain that costs included in claims and fi-
nancial reports under government agree-
ments are reasonable, fairly presented,
appropriately charged or allocated, and
determined in accordance with the terms
of the agreements and applicable regula-
tions.

13-303 Educational I nstitution
Accounting Systems

a. A mgjor difference between the ac-
counting systems of industrial organiza-
tions and educationa ingtitutions is the
emphasis in the latter on fund accountabil-
ity and on maintenance of identity of re-
stricted vs. general operating funds. Never-
theless, the auditor should expect to find
modern accounting techniques and man-
agement practices being used by institu-
tions in keeping with their responsibilities
for recording the costs of individual gov-
ernment grants and contracts.

b. Institutional balance sheets are
normally set up by basic fund groups.
Income statements reflect sources of in-
come, such as tuition, gifts, investments,
sponsored research, dining, student hous-
ing, etc. Expense statements show costs
of operations generally segregated by
academic departments, general and ad-
ministrative, plant operations, auxiliary
services, and organized research. The
latter grouping does not include unspon-
sored, non-budgeted departmental re-
search activities. These are not separately
accounted for and are treated as part of
departmental instructional activities.

c. In addition to the general standards
for selected items of cost in OMB Circu-
lar A-21, some agreements specify which

types of expenditures may be treated as
direct costs or establish limitations on the
allowable amount of certain direct cost
items. The institutions are responsible for
the proper preparation of claims under
contracts and reports of expenditures re-
quired under grants. Accounting systems
and related administrative practices and
controls must be adequate so that the in-
stitution recognizes and complies with the
provisions on its various government
agreements.

d. The institution's accounting system
must also be adequate to meet the re-
guirement for documentation of the insti-
tution's contributions under cost-sharing
provisions of grants.

13-304 Audit Planning Data —
Educational Institutions

a. To plan the audit adequately, the
auditor should:

(1) Become acquainted with the total
volume of auditable agreements, the mag-
nitude and type of various sponsored pro-
grams, and the extent to which various
schools, departments, or other cost cen-
ters of the institution are involved.

(2) Solicit a list of the institution's
open agreements indicating the type of
contract or grant, the amount, and the
awarding agency.

(3) Arrange for the grantee to furnish,
for each fiscal year, a statement of fund
transactions, a summary statement of
costs incurred on grants by cost element
or category as reflected in the grantee's
records, and a listing of grants in effect
during the fiscal year.

b. Where a listing of contracts and
grants would be voluminous or unduly
time consuming for the institution to ex-
tract from its records, a summary would be
sufficient. If the institution does not agree
to furnish the foregoing, the auditor should
prepare the data from the institution's re-
cords if this can be done with a minimum
of audit effort. Otherwise, in the case of
grants, the auditor should promptly notify
the cognizant regiona auditor to take ap-
propriate action through DHHS channels to
obtain the required information.
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c¢. Under AID contracts, if the contractor
does not furnish the data, and more than
minimum effort is required to obtain it from
the records, the auditor should promptly
notify the Office of Audit (AG/AUD),
Washington, DC 20523, to take appropriate
action through AID channels to obtain the
required information. In this instance, the
auditor will not attempt to perform the audit
until the information is obtained from the
contractor.

d. As a minimum, the auditor should
obtain some approximate estimate of the
foregoing information for planning an all-
inclusive audit scope and for measuring
materiality and to satisfy certain reporting
reguirements as discussed in 13-700. The
auditor would also use this information to
ascertain the extent to which audit con-
clusions reached on the adequacy of in-
ternal controls, reliability of the account-
ing system, etc., can be applied to the
various areas of performance; for exam-
ple, whether previous audit opinions con-
cerning an institution's centralized pro-
curement system are applicable to a
laboratory with autonomous responsibility
for purchasing extensive specialized re-
search materials or equipment, or whether
additional audit steps should be provided
in the program.

13-305 Observation of Performance
Areas

13-305.1 Areas of Research Performance

a. The auditor should visit the major
areas of research performance accompa-
nied by a technical representative of the
educational institution and a representa-
tive from the government technical office.
By observation and inquiry the auditor
should acquire an understanding of the
types of research performed and the
schools involved, with the view of estab-
lishing the relative percentages of space
and facility utilization as between instruc-
tion (including departmental research)
and organized research. Space utilization
applicable to other institutional activities
isusually readily determinable.

b. The knowledge so acquired will be
a factor in the auditor's later audit of the
reliability of the organized research and
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instructional space utiliz